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Abstr act

A primary responsibility of the Center for Econonic Studies (CES) of the U S.
Bureau of the Census is to facilitate researcher access to confidentia
econom c mcrodata files. Benefits fromthis program accrue not only to
policy makers--there is a growi ng awareness of the inmportance of mcrodata for
anal yzing both the descriptive and welfare inplications of regulatory and

envi ronnent al changes--but also and inportantly to the statistical agencies
themselves. In fact, there is substantial recent literature arguing for the
proposition that the largest single inprovenent that the U S. statistica
system coul d meke is to inprove its analytic capabilities.

In this paper | briefly discuss these benefits to greater access for

anal ytical work and ways to achieve them Due to the nature of business data,
public use databases and maski ng technol ogi es are not avail abl e as vehicles
for releasing useful microdata files. | conclude that a conbination of

out side and inside research programs, carefully coordinated and integrated is
the best nodel for ensuring that statistical agencies reap the gains from
analytic data users. For the United States, at least, this is fortuitous with
respect to justifying access since any direct research with confidential data
by outsiders nust have a "statistical purpose”

Until the advent of CES, it was virtually inpossible for researchers to work
with the econonmic microdata collected by the various econom ¢ censuses. While
the CES programis quite large, as it now stands, researchers, or their
representatives, nmust conme to the Census Bureau in Washington, D.C. to access
the data. The success of the programhas led to increasing denands for data
access in facilities outside of the Washington, D.C. area. Two options are
considered: 1) Establish Census Bureau facilities in various universities or
simlar nonprofit research facilities and 2) Devel op CES regi onal operations
in existing Census Bureau regional offices.
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l. I ntroducti on

One of the primary responsibilities of the Center for Econonic Studies
(CES) of the U S. Census Bureau (Bureau) is to devel op prograns and procedures
for enhancing researcher access to confidential economc nicrodata files.
This part of its missionis a direct outgrowth of its primary task that is to
bring an anal ytic user's perspective and insight to the econom c prograns area
of the Bureau. In this paper | discuss the inmportance of microdata access to
statistical agencies and researchers, describe how CES has increased

researcher access, and suggest plans to expand the programto renote

| ocati ons.
The paper is organized into six sections. In Section |Il, analytic
research is described and its inportance outlined. |In Section IlIl, | discuss

the possibilities for analytic research with microdata, given the |ega

requi rements surrounding data collection in the United States (U.S.). In
Section IV, | discuss the history of analytic research at the Bureau, and the
research associ ates program begun at CES in 1986. This program provides
researcher access to econonm c nmicrodata. It consists of a conbination of
outside and inside research that seeks to satisfy the needs of both
researchers and statistical agencies, while ensuring confidentiality
protection. 1In Section V, | consider the pros and cons of establishing
research facilities outside the Washington, D.C. area. Two possible options
for regional facilities are considered: 1) Establish Bureau facilities at
universities or nonprofit research organi zations. 2) Place the data in the

Bureau's regional offices. Section VI concludes the paper.

. The | nportance of Analytic Research and M crodata

It is useful to outline the distinction between analytic research and
t he kind of nethodol ogical research typically done at statistical agencies.
The |ine between the two is not sharp, and | amtrying only to provide genera

gui dance and context for what follows. The differences are illustrated by



contrasting the type of questions that would nmost |ikely be asked of the
nmet hodol ogi st and the analytic researcher. A nethodol ogi st mi ght be given a
budget and asked to develop a m ni num variance estimate for industry output.
This is a sinple version of a typical survey design problemthat would
i ncl ude, anong other things, universe and sanple unit definition. In
contrast, the analytical user would nore likely be interested i n whether
i ndustry output is an appropriate neasure for a particular economc or policy
i ssue. For exanple, the issue mght require a neasure of the inportance of an
i ndustry. In this case, the question is npdel -based, and the answer depends
on the concept of "inportance" -- inportant in what sense: job creation,
size, political power, or national defense? A related question of concern to
bot h the nethodol ogi st and the anal ytic researcher is whether or not neasures
of inportance such as "industry output" performwell in particular nodels or
pol i cy anal yses.

The anal ytic researcher usually approaches analysis fromthe perspective
of an optinization nodel based on the objectives and constraints facing
i ndi vi dual agents (e.g. firms, plants and individuals.) Analysis focuses on
basi ¢ rel ati onshi ps describing the agent's behavior. Measurenent errors
gener at ed when t hese behavioral relationships are specified at the aggregate

| evel based on representative firm nodel s are enphasi zed bel ow.

Anal ytic Research Wth M crodata

In order to illustrate the scope and inportance of analytic research
| et us note that nost published data reported by the U S. statistical system
are aggregations that reduce the nyriad of individual detail to manageable
proportions and provide confidentiality protection. Unfortunately,
information is lost or distorted in this aggregation process. For sone
problems, this loss of detail nmay not matter: The phenonmena under study may
be sufficiently understood w thout reference to the underlying m crodata.

Wt hout analysis of the mcrodata, however, it is virtually inpossible to



eval uate the extent of any aggregation error. Mbreover, perfectly acceptable
aggregate nmeasures at one point in time may be msleading at another point in
time because the econony is constantly changing. Aggregation nust therefore
be approached with substantial caution and nust be continually reeval uated
usi ng m crodata.

It is difficult to provide a general denonstration of the inportance of
aggregation errors because the extent to which aggregation bias is present is
nodel -specific. That is, the inplications of the error depend on the
application or use of the data. |In earlier work, MGuckin (1990), | argued
that the honpbgeneity of establishnment behavior assuned in enpirical studies
based on aggregate data is not evident in the detailed data. Recent enpirica
work, Baily, Hulten, and Canpbell (1991), Davis and Haltiwanger (1990), Dunne
(1991) and (1992), Dunne and Roberts (1991) and (1992), Streitw eser (1991),
and Troske (1991), extends this evidence by showing a striking degree of
heterogeneity in the levels and noverments of variables such as productivity,
enmpl oynment, growth, output, product structure, and investnent anong firns
located in sinmilar markets, industries, and cohorts.

A legitimte response to this evidence is that it is not sufficient to
i nval i date the use of aggregate data. Even if the behavior of the individua
units to be aggregated is idiosyncratic, under certain conditions the use of
aggregate vari ables introduces negligible bias in the estimted rel ati onship.
Unfortunately, as a long line of econonic research has denonstrated, these
conditions are quite restrictive. Thus, there are good reasons to believe
that even if one is interested only in aggregate responses to alternative
policies (such as the effect of changes in pollution regulation, defense
reducti ons on enployment in a sector, or tariff increases), aggregate industry
responses will not be captured by a sinple linear function of an average or
representative firmbecause the response of individual firns to changes are
very different. |Industry responses are usually a weighted average of

i ndi vi dual responses, and the wei ghts can change over tine.



In addition to variations in responses of existing firns, firmentry and
exit in response to changes | eads to aggregate industry responses that are not
sinple linear functions of the representative firm Thus, any analysis of the
aggregate effects of a policy or environnmental change on a narket in which
there is entry and exit nust incorporate not only the distribution of the
response of the market incunbents, but also an analysis of the entry and exit
that the policy or environmental change induces.?

The problem wi th exclusive use of aggregate statistics is not sinply one
of inferior estimtes of econom c relationships such as the elasticities of a
production function, inventory adjustnent coefficients, or wage equation
parameters. Wth aggregate data alone, it is inpossible to exanine the
differential effects of policies on the entities classified within the
aggregate. Exam ning individual changes is necessary if particular conponents
of an aggregate novenent are significant. For exanple, regul atory changes may
force firns to substitute away from | abor and towards capital in production
Work by Davis and Hal ti wanger (1990) at CES shows that the variation in new
job creation and destruction across plants is primarily intra-industry:

Al nmost all of the variance is within time periods, within industry variance.

Thus, the effect of increased regulation on enploynment will depend on the

detailed characteristics of an industry and cannot be captured by a
representative or average industry response.

So far we have primarily consi dered why nicrodata access is inportant
for analytic researchers and policy analysts. W nowrelate these to
statistical agency needs. Several benefits are relatively easy to specify.
First, when analysts work with the detailed mcrodata, that data quality can
be evaluated in several new ways. Since researchers often use the data in

ways that are quite different fromthe original data collection objective, the

! Failure to do so introduces selection biases to the analysis. For
exanpl e, recent work at CES by Oley and Pakes (1991) denonstrates significant
errors in aggregate estimates of productivity relationships in
t el ecommuni cations, an industry with substantial entry and exit.
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data are subjected to a variety of edits and checks that are not likely to be
made in regular processing. This provides inportant feedback to the agency.
Simlarly, a substantial nunber of CES studies have dealt with nergers and

ot her firmorgani zati on changes. These types of projects provide, anpng ot her
things, validity checks on basic sanple frane information in business

regi sters. They also highlight the inportance of various types of

organi zati on changes that the agency may or nmay not be nonitoring, for
exanpl e, | everaged buyouts.

Second, the research process often generates new products. An exanple,
one that is currently being evaluated as part of several studies at CES, is
the inportance of presenting establishnent-age distributions in addition to
size distributions. Another, nentioned earlier, is the devel opment of new
time-series statistics on job destructions and job creations based on year-to-
year observations of establishnents in nmanufacturing.

Third, analytic work is inportant in evaluating whether responses to
surveys accurately capture the econom c concept desired. For exanple,
capacity utilization is a particularly difficult notion to pin down. One way
to exam ne current survey responses is in terms of an analytical nodel of
out put and investnent decisions.

Fourth, analytic research projects often involve cross-survey matching
of statistical units. Matching across surveys for anal ytic purposes often
hi ghl i ghts coverage and sanpl e design problens. For exanple, one CES project
found that a substantial nunber of mnority businesses had different industry
classifications depending on the particular survey instrunent.

Finally, and | believe nost inportant, statistical agencies benefit from
research projects linking survey data across tine. While insights are
obtained in a nunmber of areas, nuch of the analytic work consists, in effect,
of work on the evolution of sanple franes. This is because research projects
with the mcrodata can often be characterized as exam nations of the evolution

of the distribution of establishnments over tine. This kind of research



i nvol ves consi derable effort in thinking about and characterizing sanple frane
changes. As such, analytic research work provides inportant insights on the
evol ution of sanple frames and guards agai nst spurious changes in aggregates
associated with sanple frane changes. While statistical agencies pay
attention to such issues, analytic research with mcrodata on a |ongitudina

basi s provides inportant and distinct perspectives.

I1l. Research with Mcrodata: The Options

The Deputy Director of the Bureau recently described Title 13, the | aw
governing nost data activities of the Bureau, as a "zero tolerance" |aw,
Ki ncannon (1991). For practical purposes, this nmeans that the m crodata
col l ected from busi nesses can be used only by Bureau enpl oyees. Mny
countries operate under simlar legal strictures and generally restrict
m crodata access to statistical agency enployees. While concern for privacy
rights is the primary reason for such policies, there is a practical reason as
well: The |ikelihood of securing cooperation and truthful survey responses is
| essened when individual respondent information is publicly rel eased or used
to identify illegal activities.? Wthin this legal framework, microdata
access can be provided to analytic users in three possible ways -- public use
data files, special tabulations performed on the m crodata by Bureau
enpl oyees, and direct researcher access through Special Sworn Enpl oyee (SSE)
status (Title 13, Section 23C, U.S.C.). The Bureau currently uses all three

of these prograns to satisfy the demands for researcher access to microdata.

Public Use Files
Public use mcrodata files consist of data for individual reporting

units, such as establishnments or firms, with names and other identifiers

2 Vet her peopl e woul d otherwi se be |ess truthful and for how | ong
the data should remain confidential are open questions.
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renoved to prevent disclosure of confidential information.® These files have
proven to be a feasible nmeans of providing access to significant portions of
the microdata collected in denographi c surveys because the data are snall
sampl es from | arge popul ati ons and because each individual has an equa
probability of being selected. Even for denographic data, small area public
use mcrodata files (fewer than 100, 000 individuals), are not rel eased because
they are thought to offer too nuch risk or disclosure.

Anal ytic work of all kinds requires direct access to the microdata. The
need, however, is particularly acute with econonic data since public use
dat abases are not feasible alternatives for rel easing useful microdata files.
VWiile it is possible to produce disclosure free public use files for economc
data, the types of mmsking technol ogies required nmake the mcrodata virtually
unusabl e in econonic nopdeling. The heart of the problemis that economc
analysis requires mcrodata at |evels of detail that are characterized by
cells that include very few observations and cone from hi ghly skewed

popul ations. See Fuller (1991), MGuckin and Nguyen (1990).

Speci al Tabul ati ons

Whi | e val uabl e, special tabulations are not a conplete answer to the
access problem For one thing, analytic users often question the data editing
and inputation strategi es used by statistical agencies in producing published
statistics. It is difficult for the users to exam ne the validity of these
techni ques or adjust the data for microecononic nodels w thout at |east sone
"hands on" access. Mreover, even if the data are clean, specifying the
nodel s and estimation procedures that regular enployees of the Bureau wl |
execute is not as efficient for analytic researchers as hands-on access. The

| arge nunber of conditional decisions that analytic researchers must nmake in

8 Creation of public use files usually requires additiona
adj ustments such as top coding or rounding.
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the course of their research, and their need to make "judgment calls" nmakes
hands-on access al nbst a necessity.

On the other hand, many requests for econonic and statistical estimates
do not involve difficult judgnent calls and can be handl ed as specia
tabul ati ons. For exanple, in sonme cases, it is possible to satisfy particular
users with sone formof a variance-covariance matrix. GCeneral use of this
technique to create public use databases is linmted, however, because of
conpl enentary disclosure requirenents. 1In addition, the inpossibility of
maki ng nonrandom ext ensi ons of the variance-covariance matri x severely linmts

this method of serving analytic users. See MGuckin and Nguyen (1990).

Speci al Sworn Enpl oyee (SSE) Status

The CES programrelies heavily on the extension of SSE status to
anal ytic researchers working on-site at the Bureau. The CES has focused on
anal ytic users because of its basic nission of research but is now beginning
to expand special tabul ations services. SSE researchers at CES are subject to
the sane | egal proscriptions (possible fines of $5000 and inprisonnment for
5 years) as regul ar enpl oyees of the Bureau. Thus, both types of enployees
have simlar incentives to preserve the confidentiality of data. Regul ar
enpl oyees may nore readily lose their jobs if they reveal confidential data.
However, even if they do not directly lose their jobs, the loss of reputation
and the denial of future access to microdata are significant deterrents to a
non-staff researcher's violating confidentiality.

SSEs working at CES are imrersed in the culture of confidentiality that
is not only a part of the culture of the Bureau, but also is a regular part of
CES operations. Al researchers at CES are given periodic remnminders of their
responsibility to maintain the confidentiality of microdata, and all SSEs are
required to sign special forms outlining CES security procedures and
regul ations. |In addition, CES takes an active role in disclosure analysis,

counseling SSEs fromthe beginning of their projects on the types of



tabul ati ons that may be rel eased and checking all research outputs carefully
to ensure confidentiality protection

The key requirenent for researcher access to the nmicrodata via SSE
status is that the statistical agency nust benefit fromthe research. Thus,
it is not enough to justify access by showi ng an inportant need by anal ytica
researchers: W also need to establish that the interests of researchers and
their sponsors coincide with the research needs of the statistical agency.
Frequently, in fact, the interests of analytic researcher's projects and
statistical needs do coincide. This possibility has been recogni zed i n Bureau
fell owship prograns, and, by and | arge, fellowship projects have been very
useful to the Bureau. The CES program exploits the convergence of interests
recogni zed in the fell owship programin order to provide analytic research

capabilities to the econonmic prograns area of the Bureau.

I V. The CES Program
Backgr ound
VWhile the situation is far better than it was at the tinme Professor

Scherer made his statement (1980), his lanent retains some validity:

"The data, collected at an expense of tens of mllions of dollars, lie
unanal yzed in Bureau files. Though |ess apt to draw headlines than
Congressi onal junkets and the overpaynent of welfare recipients, this

state of affairs is equally wasteful.'

For many years, it was virtually inpossible for researchers to gain
access to the econonmic microdata collected in the various econom c censuses
and surveys. Resource linmtations -- of space, fellowship noney, research
funds, and conputer technology -- have al ways constrai ned anal ytic research
However, resource limtations were never the only, perhaps not even the

primary, constraint on analytic research with econonic mcrodata. A culture



that did not see analytic research as an appropriate or necessary endeavor has
been pervasive in the econonic program areas of Anmerican statistica
agenci es. *

Triplett (1991) argues that statistical managers at U.S. statistica
agenci es | ack "know edge of economi c research and policy analysis, and the
ability to communicate with analytic users of data." He argues -- correctly
inm view-- that research needs for econonic data have sel dom been factored
into the statistical planning process. Triplett also argues that the failure
of statistical agencies to take sufficient account of analytic research can be
traced to the strong nmacroecononic bias in the Washington, D.C., policynmaking
environnent, reinforced by a decentralized statistical systemthat makes it
difficult for analytic users to communicate with statistical managers.® |In
this environnent, analysis relies on econonic statistical data products that
consi st of cross-sections of industry data or linked tinme-series of cross-
section aggregates. Thus, analytic projects tend to pay little attention to

t he m crodat a.

Precursor Prograns

Consistent with a culture that de-enphasizes anal ytic research, access
to the econonic microdata has traditionally been Iinmted to researchers hired

by the Bureau for specific projects or those working on Joint Statistica

4 Hi storically, programs of analytic subject matter research, both

i nsi de and outside the Bureau, have been for stronger in the denographic
progranms area than in the econonmi c programs area. This can generally be
traced to two factors. First, there has been wi despread availability of

m crodata records to denographic anal ytic researchers through public use
files. Second, nost of the analytic research resources of the economc
program area were shifted to the Bureau of Economic Analysis (BEA) in the
early 1970s. This political decision effectively elinminated analytic research
in the econom c programarea until recently.

5 The shift of analytic research functions away fromthe Bureau

coupled with steady resource cutbacks in the statistical agencies over the

| ast 10-15 years, have reinforced the bias by increasing the costs of

m crodata research. 1In addition, the support for nicrodata research was nuch
| ess preval ent anong acadenic and policy econonists in the 1970s and 1980s
than it is today.

10



Agreenents (JSAs). (For the nobst part, JSA projects have focused on
statistical nethodology.) There also have been special fellowship programs --
the American Statistical Association/National Science Foundation/U S. Census
Bur eau ( ASA/ NSF/ Census) Fell owship Program and a largely unused (for |ack of
fundi ng) research fellowship program designed to bring researchers from ot her
Federal agencies to the Bureau

The ASA/ NSF/ Census program began in 1978. |In its early years, the
program focused nmainly on statistical nethodology, particularly on tine-series
research. Later, the program undertook substantial nunbers of projects
i nvol vi ng denographic data. But it was not until 1983, one year after CES was
formed, that econonic researchers joined the program O the first
32 ASA/ NSF/ Census fellows from 1978 t hrough 1986, only four used the Bureau's
econonic data; only two of these were anal ytic researchers using economc
m crodata. The other two projects involved time-series analysis. Since 1987,
the period associated with the extended CES research associ ates program there
has been a dramatic increase in the nunber of analytic researchers working
with economic nmicrodata. O the 26 Fellows in the program fromthen through
1992, including those starting in the fall of 1992, ten will have worked with

econom ¢ ni crodat a.

A Note on Fundi ng

Aside fromthe issue of culture, there is an additional constraint on
t he expansi on of analytic research: The fell owship programs can support only
a limted nunber of researchers because project costs have been shared with
out si de agenci es, but the researchers still require significant Bureau
resources. This approach limts analytic projects to those to which the
Bureau is able to allocate its limted funds. |In fact, Janes Smith (1991)
recently argued that resource constraints with the fellowship program made "it

simply not feasible in the foreseeable future that the SSE nodel could be
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applied [for researcher access] on any reasonable scale.”" A sinmlar concern
is expressed by Gates (1988).

Because of the scarcity of Bureau resources, if Bureau funds are the
maj or source of research funding, then many val uable projects will not be
undertaken. The CES program while not elimnating the need for Bureau funds,
provi des a nethod for financing expanded anal ytic research and a nechanism for

integrating this research into the Bureau's planning and devel opnent process.

CES Organi zational Structure

The CES research programis currently organi zed into six areas of
research and anal ysis: Energy and Environnent, Organization and Behavi or of
Firms and Markets, Labor Market |ssues, Productivity and Techni cal Change,
Entrepreneurship, and International Issues.® At |east one Ph.D. economi st has
responsibility for devel oping research projects of acadenmic quality for each
of these areas, and publication in the field is a prerequisite for the
econom st's job advancenent. Each econoni st oversees a mcro database that is
al so the basis for her research. 1In this way the econoni st becones expert in
a research area and know edgeabl e about the database required. The econoni st
is then responsible for providing substantive gui dance to visiting research
associ ates and for communicating research findings to the Bureau's data
col I ection divisions.

The research staff is supported by a conmputer group that procures,
installs, and adni ni sters conputer equi pment and data. The conputing group
uses a distributed data processing structure with workstati ons and persona
conputers. Researchers rely on comercially avail abl e software packages that
they use to mani pulate the data directly. The conputer group provides in-

house software to retrieve data fromthe rest of the Bureau and devel ops data

6 CES al so has a program area dealing with statistical and database
i ssues.
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extraction software that are used to supply researchers with data in forns
conpatible with the researcher's software.

This distributed processing environnent offers several advantages over
the nore centralized processing environnents typically found with mainfranes
and m ni conputers. Each user has enough conmputing power to conplete her
i ndi vi dual projects, and the | evel of conputing power is matched to the
i ndividual's requirenents. Each user is the master of her conputing
environnent, and there is little reliance on system administrators to supply
conmputing support except for data extraction and related software. [|ndividua
users do not adversely affect each other in a distributed environnent as often
as in a nore centralized processing environment. Conputer "down tine" is
l[imted to one or a few users when a machine fails, whereas a hardware failure
with a centralized nmachine halts all processing for all users. Modreover, by
i solating individual users and linmiting each researcher's access to only the
data required for her project, the conputing environnent inproves security.

The CES research is also supported by a newy forned group with
responsi bilities for product devel opnent. This group includes data
specialists, witers, statisticians, and analysts. These staff nenbers are
the primary supporters of CES s tabul ati on program they al so engage in data
devel opnent research projects. They develop reports, statistical briefs, and
papers designed to conmunicate the results of the research programto
pol i cymakers and others interested in non-technical expositions. |In addition
they often provide consulting support on comrercial econonetric packages used

by the researchers.

M crodata at CES

The data to support CES research cone fromthe Bureau's existing surveys
and censuses that underlie the aggregate published information, as well as
from outside sources. The CES engages in no data collection activities

itself. Databases are devel oped at CES by linking nmicrodata from di sparate
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surveys and creating |longitudinal versions of cross-section data. For

exanpl e, the Longitudi nal Research Database (LRD) is an unbal anced panel of

establishnents including all censuses of manufacturers since 1963 and al

annual surveys of manufactures since 1972. The LRD contains basic information

on the inputs and outputs of individual establishments. Information from

nunmer ous surveys is linked to the LRD for particul ar anal yses. Exanples

i nclude data on firmlevel R&D expenditures, plant-1level environnental

em ssions, and energy consunption. The CES is currently attenpting to |ink

denographic information on individuals in the workforce to LRD establishnents.
These new and uni que dat abases increase the value of existing data at

very little cost: 1In effect, they represent recycling efforts. The databases

support anal ytic research conducted at CES and al so generate new data

products. For exanple, CES now publishes a longitudinally based series of job

creations and destructions. By using the new databases in research efforts,

t he anal ytical research program provides inportant information on the quality

of the data. |In turn, this leads to new data and i nmputation strategies, as

wel | as inprovenents in survey design and in neasurenment of economic concepts.

Devel opnent of the CES Program

The success of the CES programis based on the wllingness of economc
progranms managenent at the Bureau to (1) fund an internal program of
anal ytical research, and (2) encourage a conplementary set of outside research
projects that are self-funding. While the Bureau has al ways conducted sone
internal research, nost of its econonic area research efforts have focused on
statistical nethodol ogy. The CES program as well as the culture change
signall ed by the Bureau's support of CES s analytically based program have
made it possible for CES to attract outstanding conpl ementary projects by

out si de researchers.” Moreover, CES research associates bring with them non-

! The cul ture changeover is not conplete, however. \While analytica

research has been elevated to the level of a strategic plan initiative at the
Bureau, there is still resistance to the CES type of program
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Bureau funds to cover the costs of their projects. This has nade it possible
to overcone many of the resource constraints associated with the fellowship
programs, thereby greatly expanding research access and inprovi ng econonic
data products.®

An internally funded program of research is extrenely inmportant to
successful research access by SSEs. Wthout it, neither the agency nor the
visiting researchers are well served. An active internal research effort
ensures that the agency has the expertise to evaluate, assimlate, and

conmuni cate to the Bureau's production divisions the results of research by

visiting research associates.® It also ensures that agency personnel who have
enough research experience with the data can provide the advice, consultation
and rel ated support required by the research associates. ™

VWile not all research proposed for SSE access provides significant
benefits to the Bureau, nost well-conceived enpirical research projects with
m crodata generate a bundl ed product -- analytic paper(s), policy guidance,
and information that can be used to inprove the Bureau's statistical program
Mor eover, even when proposed research projects do not focus on a probl em of
current concern, or when the benefits to the Bureau are not specified, we have
found that well-conceived enpirical projects al nost al ways have i nportant
agency benefits. |In particular, analytic research is often conducted in areas
of policy interest, and today's research generates demands for new statistica

products in the future.

8 I am not suggesting that a statistical agency's entire research
program can be handl ed through the use of the SSE research associ ate nodel .
VWi le privately financed projects are generally beneficial to the statistica
agency, they cannot be relied upon for all of an agency's research needs.

o Al t hough not of direct interest here, internal expertise also
enabl es the statistical agency to efficiently contract and nmonitor research
done outside the regul ar research programand to engage in joint statistica
projects in which the costs of the research are shared.

10 This point is discussed further in the next section, in which
di scuss the costs and benefits of regional centers.
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V. Est abl i shing Research Centers Away From Central Headquarters

The increasing inportance given to the microfoundati ons of economic
nodel s by macroeconomi sts, coupled with the |ongstandi ng unsatisfied needs of
traditional microdata users, has led to substantial demand for CES services.
The success of current CES research progranms will, in all l|ikelihood, continue
to fuel demands for data access and a | arge nunmber of measurenment projects
with significant benefits to the Bureau. Recently, however, shortage of space
at central headquarters has forced CES to turn away sone projects for which
funds were available.! Both factors suggest that expanded CES facilities be
devel oped.

Even t hough some CES expansi on at headquarters is planned, it is
unlikely that there will be sufficient space at headquarters to satisfy
researcher denmands for access or to exhaust Bureau benefits fromanal ytic
projects.'® Moreover, the costs (travel, fanily disruption, etc.) that
research associ ates nmust bear if they work at central headquarters are not
trivial. Requirenents to work on-site, therefore, pose serious constraints to
the quality and quantity of research produced. Regional facilities provide
solutions to both probl ens.

Current Bureau policy requires all enployees, including SSEs, to use
confidential data at a secure Bureau site. Wile special enployee regulations
enable CES to provide outside researchers with access to mcrodata, current
Bureau policy requires analytic users to work only at the central headquarters

offices in Washington, D.C..* Two principal issues nust be addressed before

1 The difficulties in securing sufficient space at centra

headquarters are a major conmponent of the inadequate resources referred to
earlier.

12 As a partial indicator of the excess demand, | note that mcrodata

research based on public use denpgraphic data files and in-house denographic
progranms research exceeds by far current mcrodata research with economc
dat a.

13 On rare occasions, SSEs have been permitted to work away fromthe

Bur eau headquarters. None of these cases involved CES research
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a decision to expand to sites away from headquarters can be consi dered:
security and funding. The issues of project choice and headquarters

i nvol venent in the regional centers, are closely related to fundi ng because
they involve the role of non-Bureau funding sources in the operations of the

regional centers. W take up each of these issues in this section

Security

There is one major potential pitfall in expansion of research to
regional sites. Public perception of |ax security control at statistica
agenci es could increase, and this could reduce survey response rates. Unlike
the situation at a national security defense facility, where products are
devel oped directly on-site, the cooperation of the outside public is essentia
in statistics production and, therefore, perceptions are inportant.
Confidential data are, however, already handled in regional offices, where
there al so exists a culture of security. Moreover, with CES personnel on-
site, agency role nodels would be directly available to denonstrate and
enforce proper data handling procedures. Thus, security should be relatively
easy to arrange at regional statistical offices and this should alleviate the
concerns about public perceptions of |lax security control. |In short,
mai nt enance of security should be relatively straightforward at regiona
statistical offices, assunming current CES procedures are foll owed and the
offices are staffed with CES personnel .

| see no reason to believe simlar security arrangenments could not be
devel oped at, for example, university centers. Wile the physical arrangenents
that are created are likely to be nore conplicated than at non-Bureau
facilities, they are readily solvable. Prine issues that nmust be considered
are the nature of the space arrangenments that would be needed and how nuch

personnel would be required -- guards, census enployees, etc. -- to satisfy

14 It could be argued that as the nunber of research sites expands,
the possibility of |eaks also increases. This sane argunent could be applied
to any increase in the nunber of Bureau enpl oyees.
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confidentiality standards. |In principle, there is no reason that a university
(or other research site) could not be designated a Bureau site. The key
guestion for the Bureau is whether or not such site agreenents woul d affect

public perception and response rates adversely.

Fundi ng

The now di sconti nued ASA/ NSF/ Census Fel | owshi p Program of fers a nodel
for the funding and gui dance of CES regional centers. |In the fellowship
program nodel , representatives fromthe NSF, ASA, and the Bureau revi ewed
academ c research proposals for quality and applicability. Funding for the
fell ows and ASA adninistrative services was provided by NSF, with research
assi stants and space purchased by the Bureau, and equi pnent funding shared by
NSF and the Bureau. The Bureau was only one of a nunber of agencies for which
NSF provided start-up funding. After NSF funding was discontinued, the Bureau
instituted a smaller fell owship programthat is adm nistered and conpletely
funded by the Bureau

Unli ke the fell owship program outside sources would be needed for both
initial and continuing funding of regional centers. A consortium of research
organi zations such as NSF, universities, and foundations could be fornmed to
provide the CES centers with start-up costs financing. Such a consortium
could al so provide continuing funding through | aboratory fees added to
researchers grants, nuch as the NSF and foundati ons do now for CES research
associ ates' projects. Wth the help of professional societies such as the
Anerican Economi c Association (AEA) and the ASA, the consortiumcould also
hel p gui de the operation and projects undertaken by regional centers. This
gui dance woul d be crucial if nore projects are proposed than avail able

research capacity can handle.®

15 Note that research capacity neans nore than conmputers and space:
It al so neans in-house research expertise to support the associate's data
needs.
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One way to allocate scarce research capacity is on the basis of price.
Thi s mechani smis however, not available in a government agency. A nore
realistic alternative is to balance the value of the project to the Bureau
agai nst the value of the project to the fundi ng agenci es as has been done with
the fell owship program Professional peer review services have proven
i nval uabl e to the Bureau in the ASA/ NSF/ Census Fel |l owship Program and an AEA
Advi sory Comrittee to the Bureau has provided extensive guidance to the CES
program

One might take the view that the magnitude of currently foreseeabl e
benefits to the Bureau should be the sole determning factor. | suspect that
this is not a good approach because it would | eave by the waysi de very
i mportant social research that m ght generate |arge benefits later, but that
has little direct effect on current prograns. The argunents for support of
hi gh val ue research, even with relatively mnor current statistical agency
benefits, are actually akin to those used to support basic research, which has
very high, but uncertain payoffs conpared to the |ower, but nore certain
benefits of applied research.

Research into policy issues of |arge social concern highlights new needs
for econonmic data. For exanple, exam nation of a nodel to predict inflation
may suggest that new neasures of capacity are necessary for accurate
prediction. This kind of research into concepts and nmethods is the everyday
focus of econom c research, and such research needs to be incorporated into
the statistical agency's design and devel opnent functions Triplett (1991).
This is the npst inportant contribution of analytic research because it keeps
the statistical agency on the frontier of energing data requirements. It is
with this in mnd that the priorities of the research conmunity need to be

i ncorporated into the Bureau's project choices.

Headquarters I nvol verent in Regional Centers

19



Most projects undertaken at regional offices should be chosen under
procedures simlar to those currently undertaken at CES and woul d i nvol ve CES
eval uation. Disclosure analysis and data extracts would be performed best
centrally. It also seens sensible to require that researchers consult with
the in-house CES staff, particularly at the beginning of the project, but
periodically thereafter as well. At the end of the project, a visit to
headquarters is essential to ensure that docunentation of the project is
conplete and for the researcher's consultation with CES staff and Bureau
officials on the results of the project.

Thus, even with regional centers, researchers would need to spend sone
time at the central office. Wile sonme CES staff members would be required at
the regional site for security, clerical, and conputer assistance, the |leve
of support necessary to reproduce CES services in their entirety is likely to
be too expensive for a regional center to support. Mbreover, the researcher
needs to visit the central headquarters in order to interact with the
production staff. Thus, typically the researcher initially would cone to
Washi ngton, D.C., to discuss a project, and perhaps to clean data. The
anal ysis of the data could be done nearer the researcher's home and a return
trip(s) for a presentation of findings could be nade later. This approach
woul d make a researcher's dislocation costs at | east nanageabl e.

Insisting that researchers visit central headquarters ensures that the
researcher works closely with agency personnel and has contact w th other
visiting scholars experienced with the data. Research with microdata is
unli ke research with published data which are often taken as given. Specifics
of the sanpling procedures, handling of outliers, and inputation strategies
becorme extrenely inportant issues in nicrodata research. Such factors were of
primary concern to the AEA which, when a CES regional research program was

first proposed, recommended that the CES focus its initial efforts on building
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its research program at central headquarters.?® A related inportant point is
the i nmportance of headquarter's involvenent in nmaking the fruits of outside

research avail able to the Bureau

VI . Concl udi ng Comment s

In the past, there have been two problems with using SSE status as a
means of providing access to analytic users. One problem discussed in
Section VI, is that even approved researchers nust come to the centra
Washi ngton office of the Bureau to conduct their research. The devel opment of
CES regional facilities could help alleviate this problem In nost cases,
efficient operation would require a short stay at the central facility at the
begi nning of the project and later visits for senminars, transm ssion of
research results, and consultations. The regional centers would be designated
statistical offices staffed with at |least two or three CES trained staffers.

The other problemw th using SSEs as the basis for researcher access to
confidential mcrodata is that SSE status is available only to researchers
whose research benefits the Bureau -- that is, where the research satisfies a
Bureau program need. Until recently, the inmportance of analytical research to
the Bureau's economi ¢ prograns was not wi dely recognized. The CES programis
based on a growi ng recognition of the inportance of analytical research with
econonic microdata in the devel opnment of quality statistical products. This
recogni tion provides the basis for interpreting the Bureau purpose requirenent
to enconpass research beyond narrow y focused nethodol ogy projects. The CES
experi ence suggests that not only is a broad range of analytical research
rel evant, but the funds for conducting this research can be obtained from
| aboratory usage fees.

Finally, the evidence from CES experience suggests that a statistica

agency's anal ytic program of research should focus on inportant policy issues

16 Over tine the need for headquarters consultations on data issues
may decline as docunmentation is devel oped and particul ar databases experience
mul tiple users and, concomitantly, inproved quality.
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and energi ng data needs, as well as serve as a catalyst for bringing the best
researchers to the statistical agency. The expertise of the in-house staff
fosters communication with | eading acadeni c researchers, and reduces the costs
of research associates by hel ping to define necessary and feasi bl e projects,
and provides an environnent that allows visiting research associates to
operate efficiently. The in-house staff further ensures that the statistica
agency is able to assimlate the analytic research and stay at the forefront

of data needs.
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